







Entry on difficult export markets by Chinese domestic firms:  

















Center for Operations Research 
and Econometrics 
 




D I S C U S S I O N  P A P E R  
 
CORE DISCUSSION PAPER   
2011/63 
 
Entry on difficult export markets by Chinese domestic firms:  
The role of foreign export spillovers 
 






In this study, we explore how the intensity of foreign export spillovers in China varies depending 
on the difficulty of entry on export markets. We rely on different proxies to define what a 
"difficult" country is and we find that the presence of surrounding foreign exporting firms helps 
domestic ones to start exporting, especially when destination countries are difficult. While on 
average exposure to foreign exporters is associated with a 10% increase of the probability that 
domestic firms from the same province start exporting the year after, the figure is around 50% 
higher when the targeted destination country is identified as difficult. Our results are consistent 
with the idea that exposure to foreign exporters helps to reduce the fixed cost of creating new 
trade linkages. Our finding hence suggests that the increasing presence of foreign exporting firms 
in China might contribute to the diversification of Chinese domestic firms' exports towards more 
difficult and previously inaccessible destinations. 
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1-­ Introduction	  	  Recent	  studies	  have	  focused	  on	  the	  role	  of	  foreign	  firms	  in	  the	  surge	  of	  Chinese	  exports	  over	  the	  past	  20	  years.	  From	  a	  pure	  quantitative	  point	  of	  view,	  the	  analysis	  of	  Chinese	  statistical	  yearbooks	  shows	  that	  the	  share	  of	  foreign	  firms	  in	  total	  Chinese	  exports	  has	  grown	   from	   26%	   in	   1992	   to	   57%	   in	   2007.	   From	   a	  more	   qualitative	   perspective,	   it	   is	  clear	  that	  Chinese	  exports	  have	  upgraded	  in	  the	  past	  few	  years.	  Rodrik	  (2006)	  finds	  that	  the	   sophistication	   of	   Chinese	   exports	   is	   disproportionately	   high,	   three	   times	   higher	  actually	   than	   the	   level	  predicted	  by	  Chinese	  average	   income	  per	   capita.	   Schott	   (2008)	  shows	   that	   the	   overlap	   between	  Chinese	   exports	   and	   exports	   from	  OECD	   countries	   is	  high	   and	   growing	   over	   time.	   A	   consensus	   has	   emerged	   on	   the	   fact	   that	   foreign	   firms	  played	  an	  important	  part	  in	  this	  evolution.	  Amiti	  and	  Freund	  (2010)	  show	  for	  example	  that	   once	   processing	   trade	   is	   excluded,	   the	   skill	   content	   of	   Chinese	   exports	   remains	  unchanged.	  Since	  processing	  trade	  activities	  are	  mainly	  conducted	  by	  foreign	  firms,	  this	  suggests	  that	  no	  upgrading	  occurs	  for	  domestic	  exports.	  Xu	  and	  Lu	  (2009)	  show	  that	  FDI	  has	  a	  positive	  impact	  on	  Chinese	  export	  upgrading	  when	  it	  emanates	  from	  fully	  foreign-­‐owned	  firms	  from	  OECD.	  They	  also	   find	  export	  sophistication	  within	  an	   industry	  to	  be	  positively	   related	   to	   the	   share	   of	   processing	   trade	   realized	   by	   foreign	   firms,	   and	  negatively	  related	  to	  the	  share	  of	  processing	  exports	  realized	  by	  domestic	  firms.	  	  These	   results	   suggest	   that	   foreign	   firms	   account	   for	   most	   of	   the	   quantitative	   and	  qualitative	  growth	  of	  Chinese	  exports.	  However,	  they	  might	  also	  exert	  an	  indirect	  impact	  on	  domestic	  ones	  through	  export	  spillovers.	  Very	  few	  theoretical	  studies	  exist	  on	  export	  spillovers.	  Krautheim	  (2010)	  builds	  a	  model	  in	  which	  the	  fixed	  export	  cost	  decreases	  in	  the	   number	   of	   firms	   already	   exporting	   to	   a	   given	   destination.	   The	   rationale	   for	   this	  assumption	   is	   information	   spillovers	   or	   cost	   mutualization.	   Exporting	   firms	   might	  diffuse	   specific	   information	   on	   foreign	   consumers’	   tastes	   or	   on	   export	   administrative	  procedures	   that	  might	  help	  domestic	   firms	   located	   in	   the	  same	  neighborhood	  to	  enter	  on	   export	   markets.	   Exporting	   firms	   might	   also	   mutualize	   some	   costs	   linked	   to	   the	  participation	  to	  international	  fares	  or	  to	  the	  transport	  of	  their	  commodities,	  which	  will	  reduce	  the	  individual	  cost	  to	  conquer	  new	  markets.	  It	  might	  also	  be	  the	  case	  that	  foreign	  firms,	  by	  exporting	  to	  some	  countries	  where	  domestic	  firms	  do	  not	  export,	  show	  to	  the	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latter	  firms	  that	  some	  business	  opportunities	  exist	   in	  those	  specific	  markets.	  However,	  conflicting	  results	  exist	  in	  the	  empirical	  literature	  on	  the	  topic:	  Aitken	  et	  al.	  (1997)	  find	  a	  positive	  impact	  of	  export	  activities	  conducted	  by	  multinationals	  on	  the	  export	  status	  of	  Mexican	   domestic	   firms.	   Kneller	   and	   Pisu	   (2007)	   confirm	   this	   result	   on	   UK	   data.	  Evidence	  is	  much	  less	  clear	  for	  Barrios	  et	  al.	  (2003)	  on	  Spanish	  firms,	  while	  Ruane	  and	  Sutherland	  (2005)	  find	  a	  negative	   impact	  of	   foreign	  exports	  on	  entry	  of	   Irish	  domestic	  firms	  on	  export	  markets.	  	  	  Recent	   studies	   are	   more	   encouraging	   for	   the	   specific	   case	   of	   China.	   Swenson	   (2008)	  finds	   a	   positive	   impact	   of	   foreign	   exports	   on	   the	   creation	   of	   new	   trade	   linkages	   by	  Chinese	   domestic	   firms,	   and	   Chen	   and	   Swenson	   (2010)	   show	   that	   foreign	   exports	  increase	  the	  unit	  value	  and	  the	  durability	  of	  new	  transactions	  created	  by	  domestic	  firms.	  Mayneris	   and	   Poncet	   (2011)	   investigate	   the	   nature	   and	   the	   specificity	   of	   these	  spillovers.	  They	  show	  that	  foreign	  export	  spillovers	  are	  product	  and	  destination	  specific:	  the	  probability	   that	  Chinese	  domestic	   firms	  start	  exporting	  a	  given	  product	   to	  a	  given	  country	   responds	   positively	   to	   the	   presence	   of	   foreign	   firms	   in	   the	   same	   province	  exporting,	   the	   year	   before,	   the	   same	   product	   to	   the	   same	   country.	   Foreign	   export	  activities	   considered	   at	   a	   more	   general	   level	   (same	   product/other	   countries,	   other	  countries/same	   product	   or	   other	   products/other	   countries)	   are	   much	   weaker	   or	  insignificant.1	   They	   moreover	   find	   that	   these	   export	   spillovers	   derive	   mainly	   from	  ordinary	  trade	  activities.	  Finally,	  they	  show	  that	  export	  spillovers	  are	  stronger	  for	  more	  sophisticated	  products,	  suggesting	  an	  indirect	  impact	  of	  foreign	  firms	  on	  sophistication	  upgrading	  of	  Chinese	  domestic	  exports.	  	  	  In	   this	   paper,	   we	   strongly	   build	   on	   Mayneris	   and	   Poncet	   (2011)	   to	   explore	   another	  dimension	   of	   foreign	   export	   spillovers	   in	   China.	   We	   investigate	   the	   possible	  heterogeneity	   of	   export	   spillovers	   depending	   on	   the	   difficulty	   of	   entry	   on	   foreign	  markets.	   All	   destination	   countries	   are	   not	   equally	   easy	   to	   enter	   on.	   In	   particular,	  administrative	  documents	  to	  fill	  in,	  corruption,	  political	  or	  economic	  uncertainty,	  might	  necessitate	   more	   specific	   knowledge	   from	   potential	   exporters;	   this	   will	   increase	   the	  fixed	   export	   cost,	   which	   as	   been	   shown	   to	   determine	   firm-­‐level	   decision	   to	   enter	   on	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  1	  Koenig	  et	  al.	  (2010a)	  obtain	  a	  similar	  result	  on	  export	  spillovers	  in	  France,	  even	  though	  in	  this	  latter	  case	  the	  authors	  do	  not	  distinguish	  between	  foreign	  and	  domestic	  firms.	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export	  markets	   (Melitz,	   2003).	   Crozet	   et	   al.	   (2008)	   develop	   for	   example	   a	   theoretical	  model	   in	  which	   insecurity	   on	   foreign	  markets	   acts	   as	   a	   random	   additional	   sunk	   cost,	  which	  disrupts	   the	   usual	   selection	   of	   firms	   on	   foreign	  markets	   based	   on	  productivity.	  Araujo	   et	   al.	   (2011)	   investigate	   the	   role	   of	   institutional	   quality	   of	   the	   destination	  markets	   on	   firm-­‐level	   export	   dynamics.	   In	   their	   model,	   firms	   learn	   from	   their	   own	  experience	  on	  destination	  markets,	   this	   learning	  effect	  being	  more	  important	   for	  more	  difficult	   countries.	  As	   a	   consequence,	   firms	   start	   exporting	   smaller	  quantities	  on	   risky	  markets,	  and	  conditioning	  on	  survival,	   the	  growth	  of	   firm-­‐level	  exports	  decreases	  with	  the	  quality	  of	  institutions	  in	  the	  destination	  country.	  	  	  	  In	  this	  work,	  we	  consider	  two	  dimensions	  of	  the	  access	  difficulty	  of	  a	  given	  destination	  market:	   the	   institutional	  quality	  or	  degree	  of	   risk	  of	   a	   country,	  measured	  by	   the	   ICRG	  index	  which	  combines	  political,	  economic	  and	  financial	  risk	  measures	  (defined	  in	  detail	  below),	  and	   the	  complexity	  of	   import	  procedures	   in	  a	  given	  country,	  measured	  by	   the	  number	   of	   days	   and	   the	   number	   of	   documents	   needed	   to	   deliver	   products	   in	   this	  country	   (measured	   in	   the	   Doing	   Business	   databases	   of	   the	   World	   Bank,	   see	   below).	  Thanks	  to	  these	  measures,	  we	  thus	  capture	  elements	  that	  are	  linked	  both	  to	  the	  general	  climate	   of	   business	   in	   a	   given	   country	   and	   to	   the	   specific	   procedures	   required	   for	  imports.	  	  Preliminary	  statistics	  on	   the	  geographic	  presence	  of	  Chinese	  domestic	   firms	  stress	   the	  improvement	  of	   their	  capacity	  to	  reach	  difficult	  destinations.	  Between	  1998	  and	  2007,	  the	  share	  of	  domestic	  export	  flows	  to	  the	  top	  decile	  countries	  in	  terms	  of	  average	  time	  required	  to	  import	  as	  measured	  by	  the	  World	  Bank	  doing	  business	  database2	  rose	  from	  8.5	  to	  12.3%.	  When	  focusing	  on	  domestic	  export	  starts,	  the	  share	  is	  not	  only	  higher	  but	  also	   increasing	   faster	   as	   it	   jumped	   from	   11.3	   to	   17.9%,	   attesting	   to	   the	   enhanced	  capacity	   of	   Chinese	   domestic	   firms	   to	   penetrate	   difficult	  markets	   over	   the	   past	   years.	  One	   can	   wonder	   whether	   the	   increasing	   presence	   of	   multinational	   firms	   appears	   to	  influence	   this	   evolution	   in	   the	   orientation	   of	   China’s	   integration	   with	   the	   world	  economy.	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  2	  While	  the	  average	  world	  duration	  is	  27	  days,	  at	  least	  44	  days	  is	  required	  to	  clear	  the	  customs	  in	  the	  top	  decile	  countries.	  See	  section	  2.1	  for	  more	  details	  on	  this	  indicator.	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If	  we	   think	   of	   institutional	   quality	   or	   administrative	   duties	   as	   a	   fixed	   export	   cost,	   the	  marginal	   impact	   of	   export	   spillovers	   might	   be	   more	   important	   for	   more	   difficult	  countries.	  The	  diffusion	  of	  specific	  information	  will	  be	  more	  valuable	  in	  this	  case.	  Koenig	  et	   al.	   (2010b)	   investigate	   this	   issue	   on	   French	   firm-­‐level	   data.	   They	   show	   that	   the	  probability	   of	   entry	   on	   a	   given	   market	   is	   positively	   impacted	   by	   the	   number	   of	  surrounding	  firms	  exporting	  the	  same	  product	  to	  the	  same	  country,	  especially	  for	  more	  difficult	  destinations.	  In	  this	  paper,	  we	  follow	  the	  same	  kind	  of	  analysis.	  We	  use	  data	  on	  Chinese	  exports	  by	  province,	  product,	  destination	  country	  and	  type	  of	  firms	  (foreign	  or	  domestic	   firms).	   We	   merge	   these	   data	   with	   indicators	   taken	   from	   the	   International	  Country	  Risk	  Guide	   and	   from	   the	  Doing	  Business	  database	   edited	  by	   the	  World	  Bank.	  These	   indicators	   are	   informative	   on	   institutional	   quality	   and	   toughness	   of	  administrative	  procedures	  linked	  to	  imports	  in	  a	  given	  destination	  country.	  We	  are	  then	  able	   to	   investigate	  potential	   heterogeneity	   of	   export	   spillovers	   on	   the	  probability	   that	  Chinese	  domestic	  firms	  start	  exporting	  a	  given	  product	  to	  a	  given	  country,	  depending	  on	  the	   difficulty	   of	   entry	   on	   the	   considered	   export	  market.	  We	   actually	   find	   that	   foreign	  export	  spillovers	  are	  more	   important	   for	  more	  difficult	  markets,	  pointing	  at	  a	  possible	  role	   of	   foreign	   firms	   in	   the	   geographic	   diversification	   of	   Chinese	   domestic	   exports	  toward	  more	  risky	  markets.	  	  We	   present	   the	   data	   we	   use	   and	   our	   empirical	   methodology	   in	   section	   2.	   Section	   3	  discusses	  our	  results	  and	  section	  4	  concludes.	  	  
2-­ Data	  and	  empirical	  strategy	  




	  We	  use	  customs	  data	  on	  Chinese	  exports	  by	  province,	  HS6	  product,	  destination	  country	  and	   type	  of	  exporting	   firms	  (domestic	  and	   foreign3)	   for	   the	  period	  1997-­‐2007.	  We	  re-­‐aggregate	  the	  data	  in	  terms	  of	  product	  activity	  at	  the	  HS4	  level,	  which	  is	  a	  fairly	  detailed	  level.	   For	   example,	   the	   HS2	   product	   category	   “clocks	   and	  watches	   and	   parts	   thereof”	  comprises	  14	  different	  4-­‐digit	  products,	   from	  wrist-­‐watches	   in	  precious	  metal	   to	   time	  registers,	  passing	  by	  wrist-­‐watches	   in	  base	  metal.	  We	   thus	   consider	  big	  product-­‐lines,	  while	  working	  at	  a	  more	  detailed	  level	  in	  terms	  of	  nomenclature	  would	  have	  implied	  in	  some	  cases	  to	  deal	  with	  varieties	  of	  the	  same	  product.	  	  	  	  Thanks	   to	   this	   information,	  we	  can	  build	  a	  database	   recording	  all	  domestic	  entries	  on	  foreign	   export	   markets	   at	   the	   province-­‐product-­‐destination	   country	   level.	   Our	  dependent	  variable	   takes	   the	  value	  1	   if	  domestic	   firms	   from	  a	  given	  province	  export	  a	  given	  product	  to	  a	  given	  country	  in	  t+1,	  while	  they	  did	  not	  in	  t.	  For	  a	  specific	  province,	  we	  consider	  as	  potential	  alternatives	  all	  product-­‐country	  pairs	  for	  which	  we	  observe	  at	  least	   one	   positive	   export	   flow	   over	   the	   period.	   We	   focus	   on	   export	   starts	   and	  consequently	  eliminate	  from	  the	  sample	  observations	  corresponding	  to	  continuing	  and	  ceasing	  export	  flows.	  Since	  we	  have	  10	  years	  of	  observations,	  we	  can	  observe,	  over	  the	  period,	   multiple	   domestic	   starts	   for	   the	   same	   province-­‐product-­‐destination	   country	  triad.	   For	   example,	   the	   following	   sequence	   00011001111	   becomes	   in	   our	   sample	  .001..01...,	   “.”	   denoting	  missing	   values.	   In	   the	   end,	   only	   triads	  with	   at	   least	   one	   export	  start	  remain	  in	  the	  sample.	  The	  estimation	  sample	  covers	  220	  countries	  and	  1213	  HS4	  products.	  	  Regarding	   data	   on	   institutional	   quality	   and	   on	   toughness	   of	   import	   procedures	   in	  destination	   countries,	   we	   use	   two	   databases.	   The	   first	   one	   is	   the	   International	   Risk	  Country	  Guide	  dataset	  (ICRG),	  edited	  since	  1980	  by	  an	  independent	  American	  institute,	  the	  PRS	  group.	  A	  composite	   index	   is	  computed,	  based	  on	  three	  sub-­‐indices,	  measuring	  respectively	  the	  political,	  the	  economic	  and	  the	  financial	  risks	  of	  a	  country.	  The	  second	  data	   source	   is	   the	   Doing	   Business	   database	   elaborated	   by	   the	   World	   Bank.	   Several	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  3	   The	   data	   are	   separately	   reported	   by	   firm	   type,	   including	   foreign-­‐owned	   enterprises,	   equity	   joint	  ventures	   and	   Sino-­‐foreign	   joint	   ventures,	   collective	   enterprises,	   private	   enterprises	   and	   state-­‐owned	  enterprises.	  We	  consider	  the	  first	  three	  categories	  as	  foreign	  and	  the	  three	  later	  as	  domestic.	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variables	  related	  to	  country-­‐level	  regulations	  of	  economic	  activities	  are	  recorded	  in	  this	  database.	  We	  use	  in	  our	  empirical	  work	  two	  of	  them,	  the	  number	  of	  documents	  and	  the	  number	   of	   days	   that	   are	   needed	   to	   import	   in	   a	   given	   country	   the	   commodities	  transported	   by	   a	   standard	   cargo.	   The	   number	   of	   documents	   is	   calculated	   from	   the	  signature	  of	   the	   contract	   to	   the	  delivery	  of	   goods,	  while	   the	   time	  needed	   is	   calculated	  from	  the	  arrival	  of	  the	  cargo	  in	  the	  harbor.	  Both	  variables	  appear	  as	  good	  proxies	  for	  the	  toughness	   of	   procedures	   an	   exporter	   has	   to	   face	   to	   sell	   its	   goods	   to	   a	   given	   foreign	  country.	  	  	  
2.2	  Estimated	  equation	  	  We	   estimate	   a	   gravity	   equation	  on	   the	  decision	   to	   start	   exporting.	  More	  precisely,	  we	  assume	  that	  the	  probability	  that	  domestic	  firms	  from	  province	  i	  start	  exporting	  product	  
k	  to	  country	  j	  at	  time	  t+1	  can	  be	  written	  as	  follows:	  	   Prob(domestic	  startikjt+1)	  =	  Prob(αforeign	  spill.ikjt	  +	  β1Zt	  +	  β2Zt-­‐1	  +	  ηikj	  +µt	  +	  εikjt+1>0)	  	  where	  foreign	  spill.ikjt	  is	  a	  proxy	  for	  foreign	  export	  spillovers	  that	  measures	  the	  intensity	  of	  exports	  of	  product	  k	   to	  country	   j	  by	  foreign	  firms	  in	  province	   i	  at	  time	  t	  (see	  details	  below),	  Z	  is	  a	  bunch	  of	  time-­‐varying	  controls	  specific	  to	  destination	  country	  j	  and/or	  to	  province	   i	   from	  which	   the	  export	   flow	  emanates,	  ηikj	   is	  a	  province-­‐product-­‐destination	  country	   fixed	  effects	  and	  µt	   is	  a	  year	   fixed	  effect.	  We	  estimate	  the	  determinants	  of	   this	  probability	   thanks	   to	   a	   conditional	   logit	   estimation.	   Given	   the	   presence	   of	   province-­‐product-­‐destination	   country	   fixed	   effects,	   the	   impact	   of	   our	   explanatory	   variables	   is	  estimated	   in	   the	   time	   dimension.	   We	   test	   the	   heterogeneity	   of	   export	   spillovers	  depending	   on	   the	   difficulty	   of	   entry	   on	   export	   markets	   by	   splitting	   the	   sample	   into	  groups	   of	   countries,	   using	   as	   a	   threshold	   the	   mean	   of	   different	   country-­‐specific	  measures	   of	   institutional	   quality	   and	   toughness	   of	   import	   procedures.	  We	   show	   that	  results	  also	  hold	  when	  using	  interaction	  terms.	  	  Several	  remarks	  follow	  about	  the	  implications	  of	  our	  estimation	  strategy.	  We	  use	  a	  logit	  estimation	   with	   province-­‐product-­‐destination	   country	   fixed	   effects.	   From	   a	   technical	  point	  of	  view,	  this	  implies	  that	  triads	  for	  which	  we	  observe	  positive	  export	  flows,	  or	  on	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the	  opposite	  null	  export	  flows,	  all	  over	  the	  period,	  cannot	  participate	  to	  the	  estimation.	  In	  this	  case,	  the	  fixed	  effect	  would	  perfectly	  predict	  the	  outcome.	  This	  legitimates	  ex-­post	  the	  limitation	  of	  our	  sample	  to	  triads	  for	  which	  we	  observe	  at	  least	  one	  export	  start	  over	  the	  period.	  	  	  From	  a	  more	  conceptual	  point	  of	  view,	  the	  use	  of	  such	  fixed	  effects	  means	  that	  what	  we	  really	   explain	   is	   the	   timing	  of	   entry.	  We	   relate	   the	   year	   of	   entry	   of	   domestic	   firms	  on	  specific	  export	  markets	  to	  the	  presence	  of	  foreign	  firms	  exporting	  the	  same	  product	  to	  the	   same	   country	   the	   year	   before.	   If	   such	   an	   issue	   can	   be	   apprehended	   through	   a	  continuous	  time	  duration	  model,	  we	  still	  prefer	  using	  a	  discrete	  time	  model.	  According	  to	  Hess	  and	  Persson	  (2010,	  2011)	  continuous-­‐time	  methods	  perform	  poorly	  with	  large	  annual	   trade	  datasets	  with	  many	  short-­‐lived	   trade	  relationships	  such	  as	  ours.	  Because	  our	  sample	  is	  at	  the	  product	  and	  destination	  country	  level,	  it	  contains	  a	  lot	  of	  entries	  and	  exits	   of	   domestic	   firms	   on	   export	  markets.	   Discrete-­‐time	   specifications	  with	   adequate	  controls	   are	  preferable	   in	   this	   case.	  This	   is	  why	  we	  use	  a	   logit	   estimation	  with	   triadic	  (province-­‐product-­‐destination	  country)	  fixed	  effects.	  	  	  This	   estimation	   strategy	   implies	   that	   our	   effects	   are	   estimated	   in	   the	   time	   dimension	  only.	  We	  thus	  capture	  short	  run	  determinants	  of	  the	  entry	  of	  domestic	  firms	  on	  export	  markets.	  The	  fact	  that	  we	  observe,	  for	  a	  given	  product	  and	  a	  given	  destination	  country,	  a	  lot	   of	   variations	   over	   the	   period	   in	   the	   export	   status	   of	   domestic	   firms	   suggests	   the	  existence	  of	  such	  short	  run	  determinants	  of	  entry.	  It	  is	  true	  that	  the	  nature	  of	  spillovers	  could	   be	   different	   in	   the	   short	   and	   in	   the	   long	   run:	   foreign	   firms	  might	   facilitate	   the	  entry	   of	   domestic	   firms	   but	   could	   make,	   due	   to	   competition	   effects,	   their	   trade	  relationships	  less	  durable.	  However,	  it	  does	  not	  seem	  to	  be	  the	  case	  in	  China:	  Mayneris	  and	  Poncet	  (2011)	  show	  that	  their	  assessment	  of	  foreign	  export	  spillovers	  holds	  when	  they	   consider	   durable	   starts	   only4,	   while	   Chen	   and	   Swenson	   (2009)	   find	   that	   the	  presence	  of	  foreign	  exports	  increases	  the	  durability	  of	  new	  export	  transactions	  created	  by	  domestic	  firms.	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  4	  Defined	  as	  exports	  for	  at	  least	  two	  consecutive	  years.	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2.3	  Spillover	  variables	  
	  Export	  spillovers	  have	  often	  been	  studied	  at	  a	  quite	  aggregated	   level.	  Swenson	  (2008)	  and	   Chen	   and	   Swenson	   (2010)	   explore	   foreign	   export	   spillovers	   within	   a	   given	   HS2	  category.	  They	  thus	  consider	   less	  than	  one	  hundred	  sectors	  of	  activities.	  We	  think	  it	   is	  worth	  investigating	  export	  spillovers	  at	  a	  finer	  level	  in	  terms	  of	  product	  nomenclature.	  Many	  export	  regulations	  are	  actually	  defined	  at	  a	  very	  fine	  level	  in	  terms	  of	  product,	  and	  it	   is	   likely	   that	   specific	   tastes	   of	   foreign	   consumers	   also	   vary	   at	   a	   detailed	   level	   of	  product.	   In	   the	   same	   vein,	   the	   destination-­‐country	   dimension	   has	   generally	   been	  overlooked,	  often	  because	  of	   the	   lack	  of	  data,	  while	  many	  trade	   impediments	  or	  many	  peculiarities	  in	  consumers’	  demand	  are	  specific	  to	  the	  destination	  country.	  	  	  Koenig	  et	  al.	  (2010)	  confirm	  the	  interest	  of	  this	  detailed	  assessment	  of	  export	  spillovers.	  They	   show,	   on	   French	   firm-­‐level	   data,	   that	   export	   spillovers	   are	  much	   stronger	  when	  product	  and	  destination	  specific.	  What	  matters	  for	  domestic	  starts	  is	  being	  surrounded	  by	  firms	  exporting	  the	  same	  product	  to	  the	  same	  country.	  Mayneris	  and	  Poncet	  (2011)	  find	  the	  same	  result	  for	  foreign	  export	  spillovers	  in	  China:	  The	  probability	  that	  Chinese	  domestic	   firms	   start	   exporting	   product	   k	   to	   country	   j	   is	   positively	   related	   to	   the	  presence	  in	  the	  same	  province	  of	  foreign	  firms	  exporting	  the	  same	  product	  k	  to	  the	  same	  country	   j	   the	  year	  before.	  We	   thus	   focus	  here	  on	   the	  product	   and	  destination	   country	  specific	  spillover.	  	  Another	  issue	  is	  related	  to	  the	  way	  we	  measure	  foreign	  export	  activities.	  Less	  than	  10%	  of	   domestic	   starts	   in	   our	   estimation	   sample	   are	   associated	   to	   the	   presence,	   the	   year	  before,	   of	   positive	   foreign	   exports	   for	   the	   same	   product	   and	   same	   country.	   Using	   the	  value	   of	   foreign	   exports	   only	   as	   a	   proxy	   for	   spillovers	   would	   be	   problematic	   for	   the	  interpretation	   of	   our	   results:	   Are	   export	   spillovers	   linked	   to	   the	   intensity	   of	   foreign	  exports,	  or	   to	   the	  mere	  presence	  of	   foreign	  exporters	   in	   the	  province?	  As	   in	  Mayneris	  and	  Poncet	  (2011),	  we	  deal	  with	  this	  issue	  by	   introducing	  both	  a	  dummy	  equal	  to	  1	  in	  case	  of	  positive	  exports	  and	  the	  value	  of	  foreign	  exports.	  	  Note	  however	  that	  besides	  the	  positive	  externalities	  they	  might	  bring	  to	  domestic	  firms,	  foreign	   firms	  may	   also	   generate	   competition	   effects	   on	   foreign	  markets	   or	   congestion	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effects	  at	   the	   local	   level.	  Hale	  and	  Long	  (2008)	  show	   for	  example	   that	   the	  presence	  of	  foreign	   firms	  puts	   pressure	   on	   local	   labor	  markets	   and	   increases	   the	  wages	   of	   skilled	  workers.	  This	  could	  be	  detrimental	  to	  domestic	  firms’	  export	  activities.	  Lu	  et	  al.	  (2010)	  find	  that	  the	  net	  externalities	  generated	  by	  horizontal	  FDI	  on	  Chinese	  domestic	  firms	  in	  terms	   of	   output	   and	   productivity	   depend	   on	   distance:	   foreign	   firms	   have	   a	   positive	  impact	  on	  domestic	  ones	  when	  they	  are	  close	  enough.	  Consequently,	  the	  coefficient	  we	  will	  obtain	  on	  our	  proxies	   for	   foreign	  export	  spillovers	  must	  be	   interpreted	  as	   the	  net	  effect	  of	  positive	  and	  negative	  externalities	  generated	  by	  foreign	  firms’	  export	  activities.	  	  
2.4	  Time-­invariant	  and	  time	  varying	  control	  variables	  	  Many	  other	  determinants	  can	  explain	  why	  we	  observe	  exports	  of	  product	  k	  to	  country	  j	  by	  both	   foreign	   and	  domestic	   firms	   from	   the	   same	  province	   i.	   Some	  of	   them	  are	   time	  invariant	  and	  province	  specific:	  Provinces	  with	  better	   infrastructure	  or	  more	  educated	  workforce	  might	  attract	  FDI	  and	  facilitate	  exports,	  whatever	  the	  nationality	  of	  the	  firm.	  Some	  others	  are	  also	  time	  invariant	  but	  province	  and	  destination	  country	  specific:	  Some	  provinces	  might	  have,	  for	  example,	  specific	  relationships	  with	  particular	  countries,	  due	  to	  migrants’	  networks,	  geographic	  contiguity	  or	  history.	  These	  bilateral	  characteristics	  ij	  can	  explain	  why	  we	  observe	  exports	  to	  country	  j	  from	  both	  foreign	  and	  domestic	  firms	  located	   in	   province	   i.	   Third,	   there	   might	   exist	   time-­‐invariant	   province	   and	   product	  specific	  determinants	  of	  export	  performance:	  Province	  i	  might	  have	  developed	  a	  specific	  know-­‐how	   for	   product	   k,	   which	   could	   explain	   the	   good	   export	   performance	   of	   both	  foreign	  and	  domestic	  firms	  producing	  product	  k	  in	  that	  location.	  All	  these	  time	  invariant	  determinants	   are	   controlled	   for	   by	   the	   triadic	   (province-­‐product-­‐destination	   country)	  fixed	  effect	  ikj	  we	  finally	  introduce	  in	  our	  regression.	  	  Our	   estimations	   also	   account	   for	   time-­‐varying	   determining	   elements	   of	   domestic	   and	  foreign	   firms’	   exports	   activities.	   For	   example,	   comparative	   advantages	   of	   provinces	  might	   have	   changed	   over	   the	   fast	   growing	   period	   1997-­‐2007.	   We	   consequently	  introduce	  total	  exports	  of	  product	  k	  by	  province	   i,	   total	  exports	  of	  province	   i	  and	  total	  Chinese	   exports	   of	   product	   k	   at	   time	   t.	   Since	   we	   control	   for	   time	   fixed	   effects,	   total	  Chinese	   exports	   are	   also	   controlled	   for,	   so	   that	   all	   the	   elements	   of	   a	   Balassa	   index	   of	  “revealed	  comparative	  advantage”	  at	  the	  province-­‐product	  level	  are	  taken	  into	  account.	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We	  also	   include	  the	  bilateral	  export	  values	  to	  country	   j	   for	  China	  and	  for	  province	   i	  to	  control	   for	   the	  possible	   changes	   in	  bilateral	   commercial	   relationships	  over	   the	  period.	  We	   finally	   introduce	   the	   GDP	   per	   capita	   of	   province	   i	   to	   account	   for	   supply	   side	  determinants	  of	  exports.	  The	  evolution	  of	  demand	  in	  the	  destination	  country	  must	  also	  be	  taken	   into	  account.	  We	  consequently	   introduce	  total	  world	   imports	  of	  product	  k	  by	  country	   j	   in	   year	   t,	   taken	   from	   the	   BACI	   database5,	   and	   destination	   country	   GDP	   per	  capita.6	  	  The	  value	  in	  t-­1	  of	  provincial	  and	  Chinese	  exports	  and	  of	  destination	  country	  imports	  is	  also	   introduced,	   to	   control	   for	   specific	   dynamics	   in	   local	   comparative	   advantages	   and	  demand.	  	  Last,	   we	   want	   to	   be	   sure	   that	   foreign	   exports	   do	   not	   proxy	   for	   domestic	   firms’	   own	  experience	  on	  export	  markets.	  It	  could	  be	  the	  case	  that	  positive	  foreign	  export	  flows	  of	  product	  k	  to	  country	  j	  are	  more	  often	  observed	  in	  provinces	  where	  domestic	  firms	  also	  export	   product	   k	   or	   export	   to	   country	   j	   at	   time	   t.	   Foreign	   exports	  would	   in	   this	   case	  partly	  capture	  spillovers	  among	  domestic	  firms,	  or	  scope	  economies	  in	  domestic	  export	  activities.	  We	  thus	  introduce	  domestic	  exports	  of	  product	  k	  (to	  countries	  other	  than	  j	  by	  definition	   since	   we	   focus	   on	   domestic	   starts)	   and	   domestic	   exports	   to	   country	   j	   (of	  products	  other	  than	  k)	  at	  time	  t.	  
	  
3-­ Results	  
	  We	   first	   replicate	   the	   results	   on	   the	   assessment	   of	   foreign	   export	   spillovers	   in	   China	  obtained	  by	  Mayneris	  and	  Poncet	  (2011).	  We	  then	  investigate	  several	  dimensions	  along	  which	   foreign	   export	   spillovers	   might	   vary	   depending	   on	   destination	   countries.	   All	  regressions	   are	   clustered	   at	   the	   province	   level	   (Moulton,	   1990).	   To	   split	   the	   whole	  
	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  5	  This	  dataset,	  which	  is	  constructed	  using	  COMTRADE	  original	  data,	  provides	  bilateral	  trade	  flows	  at	  the	  6-­‐digit	   product	   level	   (Gaulier	   and	   Zignago,	   2010).	   BACI	   is	   downloadable	   from	  http://www.cepii.fr/anglaisgraph/bdd/baci.htm.	  6	  World	  countries	  real	  GDP	  per	  capita	  in	  PPP	  are	  taken	  from	  the	  World	  Development	  Indicators	  database	  (World	  Bank).	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sample,	  we	  use	  as	  a	  threshold	  the	  mean	  of	  the	  variable	  used	  to	  measure	  access	  difficulty	  of	  the	  destination	  country.	  Results	  generally	  hold	  when	  using	  the	  median.7	  	  
3.1	  Product	  and	  destination	  specific	  foreign	  export	  spillovers	  
	  We	   focus	   on	   domestic	   ordinary	   trade	   (ODT)	   export	   starts,	   Chinese	   domestic	   firms	  mainly	   adopting	   this	   channel	   to	   enter	   on	   export	   markets.	   Moreover,	   foreign	   export	  spillovers	  are	  found	  to	  mainly	  apply	  to	  domestic	  ordinary	  trade	  activities	  (Mayneris	  and	  Poncet,	  2011).	  Results	  presented	  in	  the	  first	  column	  of	  Table	  1	  clearly	  show	  that	  foreign	  export	  spillovers	  exist	  in	  China,	  and	  that	  they	  are	  product	  and	  destination	  specific.	  The	  mere	  presence	  in	  province	  i	  of	  foreign	  firms	  exporting	  product	  k	  to	  country	  j,	  increases	  the	  probability	  that	  domestic	  firms	  from	  the	  same	  province	  start	  exporting	  product	  k	  to	  country	  j	  the	  year	  after	  by	  10.96%8,	  i.e.	  by	  2.40	  percentage	  point.	  A	  10%	  increase	  in	  the	  value	   of	   foreign	   exports	   of	   product	   k	   to	   country	   j	   increases	   this	   same	   probability	   by	  0.10%9,	   i.e.	   by	   0.02	   percentage	   point.	   The	   impact	   of	   other	   foreign	   export	   activities	   is	  insignificant,	  or	  very	  small	   in	  magnitude	  (for	   foreign	  exports	  of	  product	  k	   to	  countries	  other	   than	   j).	  This	  suggests	   that	   information	   foreign	   firms	  provide	   to	  domestic	  ones	   is	  both	  product	  and	  destination	  specific.	  This	  is	  not	  so	  surprising	  since	  consumers’	  tastes	  or	   quality	   norms	   and	   requirements	   imposed	   on	   imports	   are	   often	   both	   product	   and	  destination	  specific.	  	  	  We	   then	   distinguish	   in	   column	   (2)	   ODT	   foreign	   exports	   from	   processing	   trade	   (PCS)	  foreign	  exports.	  Both	  the	  presence	  and	  the	  value	  of	  ODT	  foreign	  exports	  of	  product	  k	  to	  country	  j	  at	  time	  t	  have	  a	  positive	  and	  significant	  impact	  on	  the	  probability	  that	  Chinese	  domestic	  firms	  start	  exporting	  product	  k	  to	  country	  j	  in	  t+1.	  For	  PCS	  trade,	  the	  value	  of	  foreign	  exports	  has	  no	  significant	  impact	  while	  the	  dummy	  accounting	  for	  the	  presence	  of	   foreign	   exporters	   is	   only	   weakly	   significant.	   Again,	   foreign	   exports	   that	   are	   not	  
	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  7	  These	  results	  are	  available	  upon	  request	  from	  the	  authors.	  8	   Given	   the	   form	   of	   the	   logistic	   function,	   the	   increase	   in	   probability	   generated	   by	   the	   sole	   presence	   of	  foreign	   firms	   exporting	   product	   k	   to	   country	   j	   is	   equal	   to	   [e0.104	   -­‐	   1]%.	   The	   increase	   expressed	   in	  percentage	  point	  of	  probability	  is	  found	  by	  multiplying	  by	  this	  expression	  by	  the	  probability	  of	  starting	  to	  export	  at	  the	  point	  at	  which	  the	  marginal	  impact	  is	  estimated.	  9	  If	  we	  consider	  a	  reference	  value	  xi	  for	  variable	  x,	  the	  increase	  in	  probability	  generated	  by	  a	  10%	  increase	  in	   x	   is	   equal	   to	   (1.1βx-­‐1),	   βx	   being	   the	   coefficient	   on	   x.	   The	   increase	   expressed	   in	   percentage	   point	   of	  probability	  is	  equal	  to	  (1.1βx-­‐1)Pxi.	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product	  and	  destination	  specific	  are	  either	  insignificant	  or	  very	  small	  in	  magnitude,	  for	  both	  ODT	  and	  PCS	  activities.	  	  	  These	   results	   suggest	   that	   foreign	   export	   spillovers	   mainly	   derive	   from	   ODT	   foreign	  exports,	  and	  that	  they	  are	  product	  and	  destination	  country	  specific.	  We	  hence	  focus	   in	  the	  remaining	  of	  this	  study	  on	  product	  and	  destination	  specific	  foreign	  export	  spillovers	  from	  ODT	  to	  ODT	  export	  activities.	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Table	  1:	  Nature	  of	  foreign	  export	  spillovers	  
	  
Explained variable: Domestic ODT new export link in t+1 Specifications 
  (1) (2) 
Same product/country Foreign export 0.011**   
  (0.004)   
0/1 same product/country Foreign export 0.104***   
  (0.042)   
Other country/same product Foreign export 0.003**   
  (0.002)   
Same country/Other products Foreign export -0.0001   
  (0.003)   
Other country/product Foreign export -0.288   
  (0.209)   
Same product/country ODT Foreign export   0.017*** 
   (0.003) 
0/1 same product/country ODT Foreign export  0.062** 
   (0.027) 
Other country/same product ODT Foreign export  0.009** 
   (0.002) 
Same country/Other product ODT Foreign export  0.003 
   (0.002) 
Other country/product ODT Foreign export  0.082 
   (0.110) 
Same product/country PCS Foreign export   0.002 
   (0.007) 
0/1 same product/country PCS Foreign export  0.098* 
   (0.056) 
Other country/same product PCS Foreign export  0.004** 
  (0.002) 
Same country/other product PCS Foreign export  -0.002 
   (0.002) 
Other country/product PCS Foreign export  -0.007 
    (0.068) 
Controls for domestic own experience on export markets yes 
Controls for demand (country-product imports and country GDP 
per capita) yes 
Controls for Macro export (Balasssa, bilateral exports of China and 
of province, province GDP per capita) yes 
Control for demand and macro export lags yes 
Observations 4161535 
R-squared 0.125 0.125 
Share of domestic starts 0.219 0.219 
Province-product-destination country fixed effects yes 
Year fixed effects yes Heteroskedasticity-­‐robust	  standard	  errors	  are	  reported	  in	  parentheses.	  Standard	  errors	  are	  clustered	  at	  the	  province	   level.	   ***,	   **	  and	   *	   indicate	  significance	  at	   the	  1%,	  5%	  and	  10%	  confidence	   level.	  Conditional	  logit	  estimations	  in	  all	  columns.	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3.2	  Foreign	  export	  spillovers	  and	  GDP	  per	  capita	  of	  the	  destination	  country	  	  We	   first	   investigate	   the	  potential	  heterogeneity	  of	   foreign	  export	   spillovers	  depending	  on	  the	  destination	  country	  GDP	  per	  capita.	  Since	  rich	  countries	  have	  better	  institutions	  than	  poor	  countries	  on	  average,	  they	  might	  be	  easier	  targets	  for	  Chinese	  domestic	  firms.	  Moreover,	   rich	   countries	   import	   more	   varieties	   than	   poor	   countries	   (Hummels	   and	  Klenow,	  2002),	  which	  could	  make	  them	  more	  accessible	  for	  Chinese	  domestic	  firms.	  In	  this	   particular	   case,	   the	   specific	   information	   that	   surrounding	   foreign	   exporters	   could	  provide	   would	   be	   less	   valuable	   for	   prospective	   domestic	   exporters.	   Overall,	   foreign	  export	   spillovers	   might	   be	   less	   important	   for	   these	   destination	   countries.	   This	  conjecture	   is	  confirmed	  by	  results	  presented	   in	  Table	  2.	   In	   this	   table,	  we	  run	  separate	  regressions	   for	   low	   and	   high	   GDP	   per	   capita	   destination	   countries.	   A	   country	   is	  considered	  high	  GDP	  per	  capita	  if	  its	  GDP	  per	  capita	  is	  higher	  than	  9,059	  US	  dollars	  (the	  mean	  value	   for	  our	  sample)	  otherwise	   it	   is	  classified	  as	  a	   low-­‐GDP	  per	  capita	  country.	  The	  comparison	  of	  columns	  2	  and	  3	  shows	  that	  the	  impact	  of	  foreign	  export	  spillovers	  (measured	  by	   the	  presence	  of	   surrounding	   foreign	  exporters)	   is	   significantly	  different	  between	  these	  two	  groups.	  The	  mere	  presence	  of	  foreign	  exports	  of	  product	  k	  to	  country	  
j	  has	  a	  positive	  and	  significant	  impact	  on	  domestic	  starts	  only	  for	  countries	  which	  GDP	  per	   capita	   is	   below	   the	   average.	   Hence,	   when	   the	   destination	   country	   is	   poor,	   the	  presence	  of	  foreign	  firms	  increases	  the	  probability	  of	  a	  domestic	  start	  by	  around	  13.2%	  (i.e.	  by	  2.88	  percentage	  point).	  No	  strong	  differences	  emerge	  regarding	  the	  impact	  of	  the	  value	  of	  foreign	  exports.	  As	  shown	  in	  the	  last	  column,	  the	  result	  is	  confirmed	  when	  we	  interact	  the	  dummy	  identifying	  countries	  with	  a	  GDP	  per	  capita	  above	  the	  average	  with	  the	  spillover	  variable:	  the	  coefficient	  on	  the	  interaction	  term	  is	  negative	  and	  significant.	  This	   last	  column	  is	  obtained	  thanks	  to	  a	   linear	  probability	  model,	   in	  order	  to	   interpret	  the	  coefficients	  as	  marginal	  impacts	  directly.	  	  However,	   it	   is	   difficult	   to	   figure	   out	   what	   is	   really	   at	   play	   with	   this	   heterogeneity	   of	  foreign	  export	  spillovers	  depending	  on	  GDP	  per	  capita.	  We	  use	  ICRG	  and	  Doing	  Business	  indexes	  to	  go	  further	  into	  this	  question.	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Table	  2:	  Export	  spillovers	  and	  destination	  country	  GDP	  per	  capita	  
	  
Heterogeneity indicator 
Destination country GDP per capita 
≠. ≤ Mean > Mean  Interaction 
 Explained variable: Domestic ODT new 
export link in t+1 
  (1) (2) (3) (4) 
Same product/country ODT Foreign export 0.015*** 0.015*** 0.015*** 0.005*** 
  (0.003) (0.005) (0.005) (0.001) 
 
Same product/country ODT Foreign export 
* Above Threshold dummy     -0.001 
      (0.001) 
0/1 same product/country ODT Foreign 
export 0.079*** 0.124*** 0.036 0.033*** 
  (0.028) (0.043) (0.040) (0.008) 
    -0.025** 
 
0/1 same product/country ODT Foreign 
export * Above Threshold dummy      (0.009) 
 
0.008*** 0.007*** 0.008*** 0.001*** 
 
 
Other country/same product ODT Foreign 
export (0.002) (0.002) (0.002) (0.0004) 
0.002 -0.001 0.006 -0.0004*** Same country/other product ODT Foreign 
export (0.002) (0.002) (0.005) (0.00008) 
Other country/product ODT Foreign export 0.084 0.108 0.047 0.017*** 
  (0.107) (0.117) (0.100) (0.001) 
Controls for domestic own experience on 
export markets yes 
Controls for demand yes 
Controls for Macro export yes 
Control for demand and macro export lags yes 
Observations 4161535 2350003 1311532 4161535 
R-squared 0.125 0.139 0.097 0.087 
Share of domestic starts 0.217 0.209 0.235 0.217 
Province-product-destination country fixed 
effects yes 
Year fixed effects yes Heteroskedasticity-­‐robust	  standard	  errors	  are	  reported	  in	  parentheses.	  Standard	  errors	  are	  clustered	  at	  the	  province	   level.	   ***,	   **	  and	   *	   indicate	  significance	  at	   the	  1%,	  5%	  and	  10%	  confidence	   level.	  Conditional	  logit	  estimations	  in	  all	  columns	  but	  the	  last	  column	  where	  a	  linear	  probability	  model	  is	  used.	  
	  	  
3.3	  Foreign	  export	  spillovers	  and	  institutional	  quality	  of	  the	  destination	  country	  
	  One	  novel	  contribution	  of	  our	  paper	  is	  to	  investigate	  the	  possibility	  that	  the	  relationship	  between	  foreign	  export	  spillovers	  and	  domestic	  creation	  of	  new	  trade	  linkages	  depends	  on	  destination	  countries’	  institutional	  quality.	  We	  use	  the	  ICRG	  composite	  index,	  which	  is	  a	  weighted	  average	  of	  the	  political,	  financial	  and	   economic	   risks	   indexes	   (which	   respective	   weights	   are	   50%,	   25%	   and	   25%)	  
17	  	  
calculated	   by	   the	   PRS	   group.	   The	   higher	   this	   index,	   the	   less	   risky	   the	   countries.	   The	  entry	  on	   risky	  markets	  being	  more	  difficult,	  we	   expect	   foreign	   export	   spillovers	   to	  be	  stronger	  for	  those	  destination	  countries.	  This	  is	  exactly	  what	  we	  observe	  in	  Table	  3.	  	  	  
Table	  3:	  Export	  spillovers	  and	  destination	  country	  institutional	  quality	  	  
Heterogeneity indicator 
Destination country ICRG composite index 
≠. ≤ Mean > Mean Interaction 
Explained variable: Domestic ODT new export link in 
t+1 
  (1) (2) (3) (4) 
Same product/country ODT Foreign export 0.015*** 0.012** 0.017*** 0.004*** 
  (0.003) (0.006) (0.005) (0.001) 
Same product/country ODT Foreign export * Above 
Threshold dummy    0.001 
     
(0.001) 
 
0/1 same product/country ODT Foreign export 0.068** 0.141*** 0.037 0.039*** 
  (0.029) (0.045) (0.038) (0.009) 
0/1 same product/country ODT Foreign export * 
Above Threshold dummy    -0.003*** 
     
(0.001) 
 
Other country/same product ODT Foreign export 0.007*** 0.006*** 0.008*** 0.0009*** 
  (0.002) (0.002) (0.002) (0.00007) 
Same country/other product ODT Foreign export 0.002 -0.002 0.003 -0.0004*** 
  (0.003) (0.003) (0.004) (0.00009) 
Other country/product ODT Foreign export 0.095 0.094 0.091 0.019*** 
  (0.108) (0.123) (0.101) (0.001) 




Controls for demand yes 
Controls for Macro export yes 
Control for demand and macro export lags yes 
Observations 3850193 1904098 1946095 3850193 
R-squared 0.126 0.145 0.108 0.083 
Share of domestic starts 0.219 0.210 0.228 0.219 
Province-product-destination country fixed effects yes 
Year fixed effects yes Heteroskedasticity-­‐robust	  standard	  errors	  are	  reported	  in	  parentheses.	  Standard	  errors	  are	  clustered	  at	  the	  province	   level.	   ***,	   **	  and	   *	   indicate	  significance	  at	   the	  1%,	  5%	  and	  10%	  confidence	   level.	  Conditional	  logit	  estimations	  in	  all	  columns	  but	  the	  last	  column	  where	  a	  linear	  probability	  model	  is	  used.	  	  	  In	   Table	   3,	   the	   regressions	   are	   run	   separately	   for	   countries	   with	   a	   low/high	   ICRG	  composite	  (defined	  as	  being	  below/above	  the	  sample	  average	  of	  70)	  in	  column	  2	  and	  3	  respectively.	  The	   presence	   of	   foreign	   firms	   exporting	   product	   k	   to	   country	   j	   at	   time	   t	   is	   positively	  associated	  with	   a	   rise	   in	   the	   probability	   that	   domestic	   firms	   start	   exporting	   the	   same	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product	  to	  the	  same	  country	  in	  t+1	  for	  countries	  with	  a	  low	  ICRG	  composite	  index	  only,	  i.e.	  for	  more	  risky	  markets.	  We	  can	  compute	  that	  the	  mere	  presence	  of	  foreign	  exporters	  increases	   the	  probability	  of	  a	  domestic	  start	   the	  year	  after	  by	  15.1%	  (3.32	  percentage	  point)	   when	   considering	   countries	   with	   a	   low	   value	   of	   the	   ICRG	   index,	   while	   a	   10%	  increase	   in	   the	   value	   of	   these	   exports	   raises	   this	   same	   probability	   by	   0.11%	   (0.02	  percentage	   point).	   For	   less	   risky	  market,	   no	   significant	   impact	   of	   foreign	   presence	   is	  detected,	  while	  a	  10%	  increase	  of	  the	  value	  of	  foreign	  exports	  of	  product	  k	  to	  country	  j	  increases	   the	   probability	   of	   domestic	   starts	   by	   0.16%	   (0.04	   percentage	   point).	   The	  difference	   between	   both	   samples	   in	   terms	   of	   “intensive	   margin”	   of	   spillovers	   is	   thus	  negligible.	  Again,	  results	  are	  qualitatively	  similar	  when	  capturing	  heterogeneity	  through	  an	   interaction	   term	   (column	   4).	   These	   results	   suggest	   that	   domestic	   exporters	  penetrating	   countries	  with	  poor	   institutional	  quality	   are	   likely	   to	  benefit	  differentially	  from	   multinational	   firm	   exposure	   because	   they	   are	   confronted	   to	   greater	   risks	   and	  informational	  asymmetries.	  Hence,	  our	   findings	  support	   the	  hypothesis	   that	  proximity	  to	  foreign	  exporters	  reduces	  informational	  barriers	  to	  trade.	  
	  
3.4	  Foreign	  export	  spillovers	  and	  import	  procedures	  in	  the	  destination	  country	  	  Finally,	  we	  study	  another	  dimension	  of	   the	  difficulty	  of	  entry	  on	  a	  given	  market,	  using	  two	   measures	   of	   the	   restrictive	   effect	   of	   administrative	   procedures	   imposed	   by	  countries	  on	  their	  imports:	  the	  number	  of	  documents	  needed	  between	  the	  signature	  of	  the	  contract	  and	  the	  delivery	  of	  the	  goods,	  and	  the	  number	  of	  days	  between	  the	  arrival	  of	   commodities	   in	   the	   harbor	   and	   their	   delivery.	   The	   higher	   the	   values	   of	   these	   two	  variables,	  the	  more	  difficult	  the	  entry	  in	  the	  destination	  country.	  	  Results	   presented	   in	   Table	   4	   indicate	   that	   the	   presence	   in	   the	   province	   of	   foreign	  exports	   of	   product	   k	   to	   country	   j	   increases	   the	   probability	   that	   domestic	   firms	   start	  exporting	   k	   to	   j	   by	   10.63%	   (2.41	   percentage	   point)	   when	   the	   number	   of	   documents	  required	   by	   the	   destination	   country	   is	   high,	   and	   by	   13.66%	   (2.84	   percentage	   point)	  when	   the	   number	   of	   days	   between	   the	   arrival	   in	   the	   harbor	   and	   the	   delivery	   of	   the	  commodities	  is	  high.	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Table	  4:	  Export	  spillovers	  and	  destination	  country	  administrative	  procedures	  
Heterogeneity indicator 
 Nb of documents Nb of days 
 Explained variable: Domestic ODT new 
export link in t+1 
  ≠. ≤ Mean > Mean  Interaction ≤ Mean > Mean Interaction  
 (1) (2) (3) (4) (5) (6) (7) 
Same product/country ODT Foreign export 0.016*** 0.016*** 0.016** 0.006*** 0.017*** 0.014*** 0.006*** 
  (0.003) (0.005) (0.006) (0.001) (0.005) (0.004) (0.001) 
Same product/country ODT Foreign export 
* Above Threshold dummy     0.001   -0.0004 
      (0.001)   (0.001) 
0/1 same product/country ODT Foreign 
export 0.069** 0.052 0.101* 0.008 0.041 0.128*** 0.008 
  (0.031) (0.045) (0.056) (0.006) (0.040) (0.038) (0.006) 
0/1 same product/country ODT Foreign 
export * Above Threshold dummy     0.019*   0.025** 
      (0.010)   (0.012) 
Othe country/same product ODT Foreign 
export 0.008*** 0.008*** 0.007*** 0.001*** 0.008*** 0.007*** 0.001*** 
  (0.002) (0.002) (0.002) (0.00007) (0.002) (0.002) (0.00007) 
Same country/other product ODT Foreign 
export 0.001 0.001 0.001 -0.0005*** 0.006 -0.002 -0.001*** 
  (0.002) (0.003) (0.002) (0.00009) (0.004) (0.002) (0.00009) 
Other country/product ODT Foreign export 0.101 0.069 0.101 0.018*** 0.070 0.097 0.017*** 
  (0.122) (0.097) (0.122) (0.001) (0.097) (0.120) (0.001) 
Controls for domestic own experience on 
export markets yes 
Controls for demand yes 
Controls for Macro export yes 
Control for demand and macro export lags yes 
Observations 4041770 1747070 2294700 4041770 1743238  2298532 4041770 
R-squared 0.124 0.105 0.140 0.086 0.104  0.141 0.086 
Share of domestic starts 0.218 0.227  0.211 0.218 0.230  0.208 0.218 Heteroskedasticity-­‐robust	  standard	  errors	  are	  reported	  in	  parentheses.	  Standard	  errors	  are	  clustered	  at	  the	  province	  level.	  ***,	  **	  and	  *	  indicate	  significance	  at	  the	  1%,	  5%	  and	  10%	  confidence	  level.	  Conditional	  logit	  estimations	  in	  all	  columns	  but	  the	  last	  column	  where	  a	  linear	  probability	  model	  is	  used.	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No	   significant	   impact	   of	   foreign	   exporter	   presence	   is	   detected	   when	   administrative	  procedures	   in	   the	   destination	   country	   are	   lighter.	   The	   impact	   of	   the	   value	   of	   foreign	  exports	  is	  not	  significantly	  different	  across	  countries.	  Results	  are	  qualitatively	  the	  same	  when	  measuring	  heterogeneity	  thanks	  to	  an	  interactive	  term.	  
	  
4	   Conclusion	  
	  In	  this	  study,	  we	  explore	  how	  the	   intensity	  of	   foreign	  export	  spillovers	   in	  China	  varies	  depending	  on	  the	  difficulty	  of	  entry	  on	  export	  markets.	  This	  allows	  to	  shed	  light	  on	  the	  way	  the	  increasing	  presence	  of	  multinational	  firms	  influences	  the	  orientation	  of	  Chinese	  domestic	   firms’	   integration	   with	   the	   world	   economy.	   Several	   studies	   show	   that	   the	  presence	  of	  foreign	  firms	  in	  Chinese	  provinces	  and	  cities	  positively	  impacts	  on	  the	  entry	  of	   domestic	   firms	   on	   export	   markets.	   If	   the	   externality	   provided	   by	   the	   exposure	   to	  foreign	   exporters	   partially	   acts	   through	   information	   spillovers,	   hence	   helping	   the	  prospective	  domestic	  exporter	   to	  reduce	   the	   fixed	  cost	  of	  creating	  new	  trade	   linkages,	  we	   expect	   the	   effect	   to	   be	   particularly	   important	   for	  more	   difficult	   countries.	   This	   is	  what	  we	  find,	  using	  different	  proxies	  to	  define	  what	  a	  “difficult”	  country	  is.	  Our	  results	  indicate	  that	  the	  presence	  of	  surrounding	  foreign	  exporting	  firms	  help	  domestic	  ones	  to	  start	   exporting,	   especially	   when	   destination	   countries	   are	   risky,	   as	   measured	   by	   the	  ICRG	   index,	   or	   when	   they	   impose	   tough	   administrative	   procedures	   for	   the	   import	   of	  commodities.	   This	   suggests	   that	   the	   increasing	   presence	   of	   foreign	   exporting	   firms	   in	  China	  might	   contribute	   to	   the	   diversification	   of	   domestic	   firms’	   exports	   toward	  more	  difficult	  and	  previously	  inaccessible	  destinations.	  While	  on	  average	  exposure	  to	  foreign	  exporters	  is	  associated	  with	  a	  10%	  increase	  in	  the	  probability	  that	  domestic	  firms	  start	  exporting	  the	  next	  year,	  the	  figure	  is	  around	  50%	  higher	  when	  the	  targeted	  destination	  country	   is	   identified	   as	   difficult.	   This	   does	   not	   however	   mean	   that	   Chinese	   domestic	  firms	  export	  to	  easier	  markets	  than	  their	  foreign	  counterparts	  and	  that	  the	  gap	  between	  the	   two	   types	   of	   firms	   decreases	   over	   time	   thanks	   to	   foreign	   export	   spillovers.	   By	  contrast	  Chinese	  domestic	  firms	  actually	  export	  on	  average	  to	  more	  risky	  markets,	  or	  to	  countries	   where	   the	   administrative	   procedures	   imposed	   on	   imports	   are	   (by	   roughly	  10%)	  tougher	  compared	  to	  foreign	  exporters	  located	  in	  China.	  Nevertheless,	  our	  results	  show	   that	  when	   domestic	   firms	   in	   a	   province	   do	   not	   export	   yet	   a	   given	   product	   to	   a	  given	  country,	   the	  beneficial	  effect	  of	  exposure	   to	   foreign	  exporters	  on	   the	  probability	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that	   Chinese	   domestic	   firms	   start	   exporting	   this	   product	   to	   this	   new	   destination	   is	  stronger	  the	  more	  the	  entry	  on	  this	  market	  is	  difficult.	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